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to_ Conteot/Agon}:‘_z ? 1}

Dear Sir:

We have considered your applicetiég.for recognition ot exemption zrom
Federal income tax under the" provisions of section. SOl(c)(B)“ot the
Internal Revenue'Code of 1986 and its applicable; Income Tax. m!'%
Regulations. Based o the’ availeble\information, we have determined
that you do not qéflizy for the et‘;orth on Enclosure I o

'4

Consideration was given to whether you-quality tor exemption under
other subsections of section:. 501(c)to£ the: Code. - However, we have
concluded that you do not qualify under. another subsection.. B

As your organization has not-established exemption trom Federal income
tax, it will be necessary for .you’ to ‘file an'annual income tex return
on Form 1041 if you are a Trust, or Form 1120.if. you are a‘ corporation
or an unincorporated association. COntributions to your are’ n't"'
deductible under section 170 of the Code.

1f you are in agreement with our proposed denial, please sign and

return one copy of the enclosed Form 6018, Consent to Prcposed: Adverse
Action.

X . | :

{ou have the right Lo protest this proposed determination it youﬁég

Jelieve it is incofrect.  To protest,. you should submit & written* .

appeal giving the gects, law and other. information to support your ot
position as explained -In the enclosed Publication 892, “Exenmpt - ’ '
Organizations Appeal Procedures: for. Unagreed Issues,” The: appoal must

be submitted within 30 days‘trom the date.of ‘this letter end must‘ be
~signed by one of your Frincipal cfficers. " You may request a hearing y
with a member of the office of the: Regional Nirector of Appeals when =”_'f
you file your appeal If a hearing is'requested, you will be" L e
contacted to arrange a date tor‘it.f The: hearing may be held at: the
- Regional Office or, it you requestﬂfat any mutually. convenient B
District Office. If you ‘are’to’’b ‘represented by someone who" is ‘not .
"+ one of your principal otficers,‘he 2r she must file a proper power o!
‘" attorney’ ‘and otherwise quelity underﬁour Conterence and!Practice: .’
R-quirements‘as set forth* in Section 601 502 or the Statement_ot
Procedurel Rules.,See Treasury Department'circu’ar No. 230 A
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If you do not protest this proposed determination in a timely manner, .: -« "
it will be considered by the Internal Revenue Service as a failure to
exhaust available administzative remedies.: Section 7428 (b) (2), of ‘the

[N

Internal Revenue Code provides, in'paft, that;:, - e . " o
) : ed o ."":’I’ e e _"_V.V,_A" . T . :
A declaratory judgement or.decreeiunder’this section.shall’,. =

not be issued in any proceedingunless the Tax Court} th
Claims Court, or the district “court:of .the United States:
for the District of ColumbiaJdetermiqésjﬁhaﬁ}the_'fi'ffjﬁw_p
organization involved has exhausted administrative remedies.: -
available to it within the\Interga; Reyenue, Service, (™% " v .-
CooE o, w e 1\ﬁw{.‘ft;ﬁ~yf.' L o
If we do not hear from you within the time Spécifiéd,‘this?will*becogej o
our final determination. In that event, appropriate State officials ' ‘
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will be notified of this action in accordance with the provi;ipqqrgf”{ .
sectioWETTU A (c-0f the Code. ' » ' -2_‘-f§’ W
\ L T .
: Since;ely,”h53
on W
T‘T ‘J‘IG‘) .
. . . 3
-C. As ullard-.: .
District®Director ... '
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BACKGROUND

Review of the application and subsequent correspondence shows that the

was
incorporated in

Article II of the Articles of Organization states the purpose of the
corporation to be "to promote ecological awareness". The Articles of
Organization were -amended in .
Y 2 nge the name of the corporation to WD
T : o

e

APPLICATION

Form TUZ3 (Application for Recognition of Exemption Under Section.ﬁﬁT
501(c) (3) of the Internal Revenue Code) was submitted to the Internal
Revenue Service on wilJN. The application states that the
principal purpose of the corporation is to stimulate and enhance
public awareness of, interest in and appreciation of ecology. 1Its
objective is to convince the public to live with the SNV

S that will not deplete its resources faster than they can be
renewed, otherwise kno''n as "sustairable living".

The application states that the original activities of the corporation
included seminars and courses focusing on ecological issues and an
annual organic garden or farm tour. Realizing only limited success,
the corporation instituted two major programs to broaden its appeal:
an organic food cooperative and a farmer's market.

Since the incention of these programs, it appears that the original
educational purpose of tne organization has all but disappeared.*In
» the programs accounted for @ percent of the organization"s“é'

>
N -

revenues. Its educational programs accounted for an insubstantial
amount of . its income.

Similarly, a manr part of its expenses are the costs associated with
operating these programs. In @}, the organic food cooperative was
estimated to have used percent of the organization’s resources; the
farmer's market, percent. The treasurer of the organization
stated, in response te a request for additional information, that the
organization's financial statements made it "look like some kind of a

" To downplay this appearance, the programs were
categorized as "< NP for accounting purposes.

The organization is a membership organization, open to the general
public. Additicnal fees are required to join the food cooperative,
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The food cooperative operates by buying the crops of one

organic farmers and splitting the weekly harvest among the m
the cooperative. o S
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INTERNAL REVENUE CODE AND FEDERAL INCOME TAX_REGULATIONS ' -
- T — P

Section 501(c)(3) of the Internal Revenue Code ' (Code) . ‘

exemption of organizations organized and ‘operated exclusively for
religious, charitable, scientific, testing for public safety, ‘11
or educational purposes, or to foster nationalforeinternat;oné;ﬁffﬁ
amateur sports competition, or for the prevention of cruelty toh:

3

children or animals, no part of the rct earnings of_which"inuiesfié*jﬁf;

the benefit of any private shareholder or individual. v,

» o R N u‘!“ o '..\."»-- o '.f o
Section 1.501(c)(3)~1(a) (i) of the Income Tax Regulations S
(Regulatioms) provides that an organization, to be exempt under .
section 501(c) (3), must be both organized and operated exclusively
one or mcre of the purposes specified in that section. C g

Section 1.501(c) (3)-(1)(b) (1) (iv) of the Regulations provides that, in"
no case will an organization be considered to be organized fori .t
exclusively one or more exempt purposes, if, by the terms offits
articles, the purposes for which such organization is Ccreatec are ¥

broader than the purposes specified in section 501 (c) (3) of'the;que.

Section l.501(c)(3)-(1)(b)
organization is not organi
its assets are dedicated t
of the Code,

(4) of the Regulations provides fhat anﬁﬁ',
zed for one or more exempt purposes unless
O an exempt purpose under section S01(c) (3)

Section 1.501(c) (3)-1(c) (1) of the Regulations provides that an S
organization will be regarded as "operated exclusively" for one -} ?f
more exempt purposes only if it engages primarily in activities that -

accomplish one or more of such exempt purposes specified in sec;i§n
501(c) (3) of the Code.

Section 1.501(c) (3)-1(d) (1) (11) of the Regulations states that ‘an "
organization is not operated exclusively for one or more exempt . .
pPurposes unless it serves a public rather
must not ke operated for the benefit of designated individuals or the
persons who created it. . : :

\

or more local’
embers.of"

pro&idéé“ﬁqr?th'ﬁ

tezary’

than a private interest. ' It
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REVENUE RULINGS AND COURT CASES ° » . o' 4 e

Revenue Ruling 71-395, 1971-2 C.B. 223 held that a cooperative art ' . Y
gallery formed and operated by a.group of artists for the purpose Qf ' *i -
exhibiting and selling their works does not. qualify for exemption ;"
under section 501(c) (3) of the Code In that. case, the, cooperative .
gallery served the private purposes of its members, even:though the:
exhibition and sales of paintings may be d'eduqationa;jacﬁiVity in
other respects, — SR i EETERRE o
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In Better Business Bureau of Washington, D.C., Inc. vs;3Uni;ed;Statea
(326 U.S. 279), denial of exemption under section 501(c) (3)".0f \the = .
Internal Revenue Code was upheld because a corporation operated i i
“exclusively” for educational purposes is destroyed by the . "=sence of
a single non-educational purpose, if substantial in character, " -

regardless of the number or importance of truly educational_purpéses."

A, W

CONCLUSION b . L
Based on the information submitted, it appears that your organization
will not meet the operational test for exemption under section- - ¢

501(c) (3) of the Code. Activity on a cooperative basis is not a
charitable activity. The basic function of a cooperative is to* ,
provide some form of economic benefit to . its members, an objective

that is inherently incompatible with the fundamental precept’

underlying section 501(c) (3) of the Code that states that the

; resources of a charitable organization must be devoted to a public -
3 purpose, ~

It appears that you are operating for the mutual benefit of: your

members and, therefore, do not serve a public interest as required by
section 1.501(c) (3)-1(d) (1) (ii) of the Regulations.. The cooperat ve
structure of the organization results in a more than incidental‘ggéf
benefit serving'tnﬁ'pgivate interests of the members. W
Further, the farm cooperative does not serve an educational purpose.: -
It has been ruled that a single non-educational purpose destroys the

assertion that an organization is formed exclusively for educational
purposes, ' B . : ’ e

Accordingly, we have concluded that your organization does' not qualify"
for exemption under section 501(c) (3) of the Internal Revenue Code,: .. "

This letter denies the exemption requested through your applip;t;g f:’
Form 1023. P R
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